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Today's expanding economy has given rise to increased income and increased community problems.
The need for charitable giving has reached an all time
high and taxpayers with substantial income are constantly called upon to give more and more. A sense of
civic responsibility has prompted many individuals to
reach into their pockets to support a cause. And, aside
from recognition of the need of charitable organizations,
taxpayers have responded to the call for various per-
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sonal motives. Corporations have also been active in
charitable giving for civic reasons and for the indirect
benefits they derive by maintaining a favorable image
in the local or national communities. Moved by civic
responsibilities and a knowledge of these benefits, many
individuals and corporations have further responded
because Congress has lowered the actual cost of giving
by providing attractive provisions in the Internal Revenue Code. Depending upon the income tax bracket of
the taxpayer, the out-of-pocket cost of charitable contributions can be reduced by 14% to 70% of the actual
amount donated by individuals and by 22% to 48%
of the actual amount donated by corporations.
This article will discuss the law and regulations and
other tax considerations which provide typical bases
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upon which individuals and corporations may pursue
the field of charitable giving. It should be noted, however, that trusts, estates and other business entities are
also typical donors to charitable organizations.
WHAT IS A CONTRIBUTION?
Perhaps an idealistic definition of a contribution
would be to say that it is a conveyance of property, during life or by will, to an organization dedicated to the
furtherance of public interest and welfare from which
the donor may realize a specific goal and satisfaction
in knowing that his generosity will directly or indirectly
benefit others. A realistic definition, however, would
couple the civic motives with tax benefits that accrue
directly to the donor.
The Internal Revenue Code has defined a charitable
contribution in terms of transfers to qualified recipients.1 These include the United States, municipalities,
community chest and individual charitable type organizations, war veterans organizations, fraternal societies,
cemetery companies and certain students who are members of a taxpayer's household. In listing these recipients, the Internal Revenue Code has further specified
that in the case of the United States and municipalities
the gift must be made for exclusively public purposes.
In addition, community chest and individual charitable
organizations must be U.S. organizations, they must be
"organized and operated exclusively for religious, charitable, scientific, literary, or educational purposes or for
the prevention of cruelty to children or animals." 2 Earnings cannot inure to the benefit of private individuals
or shareholders and the activities of these organizations
cannot be political in nature. The use of funds by war
veterans organizations and fraternal societies is similarly limited. Cemetery companies and certain students
who are members of a taxpayer's household must meet
certain requirements. However, these will not be discussed in this paper.
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With the taxpayer's motives and the contribution
definitions in mind, the discussion following will
point out the techniques of giving for maximum tax
benefits.
RECIPIENTS
Selection of the recipient of any contribution will
depend upon the desires of the donor. In order to
provide a tax benefit, the contribution must be made to a
qualified recipient as indicated above. Qualified donees
are named specifically in the government publication,
Cumulative List Organizations Described in Section
170(c) of the Internal Revenue Code of 1954. This list
is not always complete but can be relied upon under
most circumstances. It should be mentioned, however,
that not all contributions will qualify for the identical
tax benefits due to the distinctions made by the Internal
Revenue Code as to types of recipients. These provisions allow contributions to be made in any one year
up to 20% or 30% of an individual's adjusted gross income depending upon the qualifications of the donee.3
Generally churches, educational institutions, hospitals
and donees that are predominantly supported by the
general public qualify under the 30% limitation and
donees that are not predominantly public supported
such as private foundations qualify only under the 20%
limitation. 4 Another section of the Internal Revenue
Code provides for an unlimited charitable deduction if
the donor meets certain strict requirements.5 Due to the
infrequent use of this provision, it will not be considered in this discussion.
TIMING AND LIMITATIONS OF CONTRIBUTIONS
Contributions should be made at a time when they
will provide maximum tax benefit. In order to receive
such tax benefit, these contributions must be made
within the appropriate limitations.
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Individuals:
As mentioned earlier, an individual's contributions
are limited by 20% or 30% of his adjusted gross income depending upon the qualifications of the recipient. However, if contributions to recipients who qualify
for this 30% limitation are in excess of 30% in any one
year, then such excess may be carried over to the five
succeeding years." The limitations and carry-over computations are illustrated in the following examples.

1. Facts:
Adjusted gross income
30%-type contributions
20%-type contributions
Computation:
30%-type contributions
10%-of adjusted gross income
Balance deductible under
20% limitation
20%-type contributions

$15,000
2,500
2,200

.

.

.

$ 2,500
1,500
$ 1,000
2,200

$ 3,200
20% of adjusted gross income . . . .
Excess contributions

$

3,000
200

Carryover — none (when computing carryover to
future years, 20%-type contributions are ignored.
Since the $2,500 of 30%-type contributions is
within the 30% limitation, $4,500, there is no
carryover)
2. Facts:
Adjusted gross income
30%-type contributions
20%-type contributions
Computation:
30%-type contributions
10% of adjusted gross income . .
Balance deductible under 20%
limitation

$15,000
5,500
2,000

.

$ 5,500
.
1,500
$ 4,000
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20%-type contributions

2,000
$ 6,000
3,000
$ 3,000

20% of adjusted gross income . . . .
Excess contributions

Carryover —$1,000 ($5,500 less 30% of adjusted
gross income, $4,500)
3. Carryover year:
Facts:
Adjusted gross income
30%-type contributions . . . . . .
Carryover (from example 2 above) . .
20%-type contributions
Computation:
30%-type contributions
Carryover
10% of adjusted gross income . .
Balance deductible under 20%
limitation
20%-type contributions

.

20% of adjusted gross income . . . .
Excess contributions

$15,000
2,500
1,000
2,200

$ 2,500
1,000
$ 3,500
.
1,500
$ 2,000
2,200
$ 4,200
3,000
$ 1,200

Carryover — none (Current year 30%-type contributions, $2,500, plus carryover, $1,000, are within
30% limitations of $4,500. Hence carryover is
deemed absorbed)
As is indicated above, charitable giving can be
seriously affected by the qualifications of the donee,
and each contribution must be considered in the light
of the applicable limitations. This statement is not intended to discourage contributions to 20% donees because in many situations such contributions may serve
a very useful purpose to the contributor as will be
discussed later.
Corporations:
The limitation upon corporate contributions differs
in that it is not dependent upon the type of recipient.
Providing that the contribution is to a recipient which
the Internal Revenue Code has defined as described
above, the deduction will be allowed to the extent of
5% of the corporation's taxable income without regard
to (1) the contribution deduction (2) net operating loss
carrybacks and (3) certain special deductions such as
deductions for partially tax-exempt interest, dividends
received, etc.7 For example, a corporation with taxable
income of $50,000, without regard to the contributions
24

deduction and other items mentioned above, would be
able to deduct up to $2,500 of contributions paid or
accrued. Any contributions in excess of the 5% limitation may be carried over to the five succeeding years.8
Through analysis of these examples, one can easily
see that when limitations and carryovers are applicable
it is important for the taxpayer to thoroughly evaluate
his gift program and the timing of such gifts prior to
making them. Without proper evaluation and analysis,
some contribution deductions may be lost.
Timing of contributions is important from another
aspect. Near the end of a taxpayer's taxable year, the
over-all income tax situation should be carefully estimated to determine if additional contributions should
be made prior to the end of the taxable year. This is
very important for a taxpayer whose income fluctuates
from year to year. Proper timing of contributions can
effectively even out income over a period of years so
that in high income years contributions can be deducted from income that is in a higher bracket than it
would be if such contributions were deducted from income when the top tax bracket of the taxpayer is lower.
WHAT PROPERTY SHOULD BE CONTRIBUTED?
Cash is the most frequently donated property today.
From a tax viewpoint, however, cash provides benefit
to the contributor only to the extent of the amount
given times the percentage applicable to the highest
tax bracket in which his income falls. On the other
hand, other kinds of property many times will provide
greater benefits than cash. Why is this the case? The
amount of contribution deduction is determined by the
"fair market value" of the property donated at the date
of the gift.9 Consequently, low cost property which has
appreciated in value will be valued at the higher amount
for the deduction and the income attributable to the
appreciation need not be recognized by the donor.
Conversely, property that has declined in value over
its cost will be valued at the lower amount for deduction purposes and the loss in value cannot be recognized. Obviously it is not desirable to give the latter
property unless it is such that the loss would not be of
any tax benefit now or in the future.
The fair market value of listed securities is generally
determined by using the mean between the highest and
lowest selling prices on the date of the contribution.
In cases of other securities, other valuation factors
must be taken into account such as book value, capitalization of earnings or other such factors appropriate
THE QUARTERLY

Cash

Amount of contribution . . . .
$6,000
Normal tax savings
$3,120
Savings on unrealized profit . .
—
Total tax savings
$3,120
Net cost of contribution . . . . $2,880
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under the circumstances. With regard to other types of
property, valuation should be determined through the
use of an appraisal or other independent methods. In
addition, the value of gifts of real or tangible personal
property must be reduced by any amounts coming
under the recapture provisions of the Internal Revenue
Code.10
Property most commonly used for maximum tax
benefits includes appreciated securities, appreciated
real and personal property, objects of art and inventory. Perhaps this concept can best be explained with
an example. Assuming a married individual's taxable
income after a contribution of $6,000 is $50,000, the
net cost of the contribution in cash or appreciated
securities would be as follows:
SEPTEMBER, 1966

Appreciated
Securities
(Cost $3,000
one year ago)

$6,000
$3,120
750
$3,870
$2,130

Needless to say, it would not be advantageous for the
taxpayer to first sell the appreciated securities and
then give the proceeds. In such a case, the gain would
have to be recognized and the income taxes paid,
thereby reducing the amount available for deduction.
Should an individual or corporation desire to contribute appreciated real or personal property, from
which full tax benefit cannot be derived because of the
limitation provisions, a percentage interest in the property may be given each year. For example, Mr. Smith
desires to give the Community Chest a parcel of real
estate worth $180,000. However, his annual adjusted
gross income for the next several years is expected to
be only $100,000, thereby limiting his deductible contributions to $30,000 per year (30% of $100,000). To
obtain maximum tax benefit Mr. Smith could give a
one-sixth undivided interest in the property for the next
six years and thus have his gifts fall within the annual
limitation. It should be noted, however, that the property must be valued at the date of each gift and, should
the value change, Mr. Smith's gift in a particular year
would have to be changed accordingly.
Corporations many times have occasion to contribute
some of their inventory to various charities. In such a
case, the amount of the deduction would be the sales
price the corporation would have received if the inventory were sold in its lowest usual market. In addition,
the cost of the property must be removed from cost of
goods sold. 11
Bargain Sales:
Bargain sales of appreciated property are becoming
an increasingly popular method of giving. To again
illustrate with an example let's assume that Mr. Smith
owns land worth $100,000 which cost him $50,000 five
years ago. His church is contemplating building a new
building to house its religious school and sanctuary.
Mr. Smith wants to be of help, but only to the extent of
$50,000. He can sell the land to his church for his cost
($50,000) and be entitled to a charitable contribution
25

45%
Bracket Taxpayer
Ordinary
Sale

Bargain
Sale

Ordinary
Sale

Bargain
Sale

Fair market value of securities
Cost (four months ago) . . .
Gain (Short-term)

$3,000
1,000
$2,000

$3,000
1,000
$2,000 (A)

$3,000
1,000
$2,000

$3,000
1,000
$2,000 (A)

Sales proceeds

$3,000

$1,000

$3,000

$1,000

Taxes paid
Tax benefit from contribution .
Net increase in available cash

(1,100)
$1,900
2,100
$ (200)

1,100
$2,100

(900)
$2,100
1,900
$ 200

900
$1,900

Net cost of contribution

.

.

(A) Gain is not recognized for tax purposes

deduction for $50,000, the amount of appreciation of
the property. Such an arrangement can be very beneficial in the proper circumstances. It should be noted
that bargain sales may be utilized with other types of
property including appreciated securities or inventory.
Of particular interest is the use of bargain sales of
securities held for less than six months. In many cases,
the out-of-pocket cost amounts to only a fraction of
the amount contributed and, in certain cases, high
bracket taxpayers can even increase the net proceeds
by making the bargain sale as opposed to selling the
securities and not making the gift at all. Examples of
these techniques are as follows:
METHOD OF GIVING
After the donor determines what type of property he
should give, he must then determine the manner in
which the gift should be made.
Outright Gifts:
The most common method of giving today is the
outright direct gift of cash or property to specific publicly supported charitable organizations such as the
Community Chest, Red Cross, etc. However, this is not
in all cases the method most beneficial to the individual.
Charitable

Foundations:

The establishment of a private charitable foundation
has become a popular method by which higher income
individuals plan and operate their gift programs. Any
taxpayer can establish a trust or corporation whose
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organization is solely for charitable purposes which, on
approval by the Internal Revenue Service, will qualify
as a tax-exempt entity.1- The individual gives to this
organization as he would to any other but continues to
control the disposition of the monies from the foundation to the ultimate benefactors. The private foundation
enables the individual to give as his income permits,
obtain a tax deduction, let the income from the property
accumulate tax-free within limitations and still control
a regulated flow of funds to other charitable organizations.
The private foundation must be operated with the
utmost care and diligence. Transactions with the principal donor must be avoided in order to retain taxexempt status. These include loans by the donor from
the foundation, sales of property between the donor
and the foundation, etc. Payments from the foundation
to other charities must be made in sufficient amounts
and regularity to demonstrate the charitable intent, and
property given to the foundation must be of a sort that
the foundation can put to charitable use. Example of
a property that could not be applied charitably would
be a gift of unmarketable stock in a company that paid
no dividends.
Gifts in Trust:
Trusts other than exempt charitable foundation trusts
also provide effective vehicles for charitable giving.
When making gifts in trust, the property given is
often divided into two parts r a present or life interest
and a future or remainder interest. The present interest
is the right to receive the income or the right to enjoy
THE QUARTERLY

such property for the time stipulated and the future
interest is the right to receive the property when the
present interest expires. Charitable gifts of either the
present interest or the future interest or of both interests
can be made within limitations. It should be noted,
however, that deductions for gifts of future interests in
tangible personal property will not be allowed where
intervening rights, including possession and enjoyment,
are held by the donor or certain members of his
family.13
In order for the individual to obtain an income tax
deduction in the year of the gift to such a trust, the
property must be irrevocably transferred to the trust for
the benefit of charitable organizations and there must
be no possibility of the donor's obtaining the property
at a later date.14 However, if at the end of the term of
the trust, the property passes to someone other than
the donor, an immediate tax deduction may be taken for
the value of the present interest of the property. For
example, if Mr. Smith transfers property to a trust for
the benefit of the Red Cross for a period of fifteen
years, and at the end of this period the property is to
pass to Mr. Jones, then an immediate deduction for the
value of the present interest may be taken. The value
of this present interest would be determined through
the use of appropriate annuity tables based on a fifteenyear gift. It should be noted that the value of the
property passing to Mr. Jones would be subject to the
gift tax provisions of the law.15
In the event the individual would like to retain the
property, the Internal Revenue Code provides that if
a trust is established and the income from the property
is payable to church-type organizations, tax-exempt
educational institutions or tax-exempt hospitals or
certain medical research organizations for a period
of at least two years, this income will not be taxable
to the donor.10 Note, however, that no deduction for the
present interest value is allowed. Instead, the donor
has removed.the income from the property from his taxable income and has an effective deduction during the
life of the trust to the extent of this income. Note also
that, since no direct deduction is being taken, the 20%
or 30% limitation does not apply.
Another variation of effective charitable giving through
trusts involves the transfer of income-producing property to a trust, the income from which is payable to
the donor for a certain period of years or for the rest
of his life, the property passing to the charitable beneficiary at the end of this period. In this case, the indiSEPTEMBER, 1966

vidual is entitled to a deduction for the present value
of the future or remainder interest, the deductible
amount being determined through the use of appropriate
annuity tables. The contribution deduction would be
subject to the 20% limitation.
Although giving through charitable trusts is very effective, greater tax benefits may be derived by giving
a limited present interest of income producing property
directly to a charity rather than through a trust. In such
a case, the individual would give income producing
property to a charity for a limited period of time. He
would then be able to obtain a contribution deduction
for the value of the gift (the value being determined
through the use of annuity tables), to exclude the income
from the property from his income for the period in
which the property is held by the charity and finally to
reacquire the property at the end of the stipulated
period. In addition, if the gift is made to qualifying
donees, the 30% limitation would apply.
ESTATE TAX CONSIDERATIONS
The Internal Revenue Code has also provided tax
benefits for gifts made to charity by will. 17 Charitable
bequests can be very helpful in estate planning for the
reduction of estate taxes. Any bequests are deductible
from the adjusted gross estate without limitation in
determining the taxable estate and effectively reduce
the amount of the estate which is in the top estate tax
bracket. The actual dollar cost of such bequests can
be reduced from 3% to 77% depending upon the size
of the estate.
Many wills today contain a provision for a marital
deduction. Generally this means that the decedent has
provided that his spouse is to receive one-half of the
adjusted gross estate tax free. It should be noted that
if a will contains such a provision and also a charitable
bequest, that the charitable bequest is deducted after
the marital deduction and will not dilute any amount to
be received by the spouse.
Bequests can be made outright to the particular
charitable organization or in trust for the benefit of
such organization. In addition, bequests can be made
in the form of income interest (similar to the life interest
explained previously) or remainder interest. In such
cases the amount of the deduction would be determined
by the use of appropriate annuity tables. For example,
Mr. Smith could provide in his will that his sister is to
receive the income from certain property for the rest
of her life and that upon her death the property is to
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go to the local university. In this case, the amount of
the charitable bequest would be the value of the remainder interest of the property which is determined by
applying the appropriate percentage (based on the age
of the sister at her brother's death) to the fair market
value of the property at the date of Mr. Smith's death.
Another type of bequest arrangement would be to
have the income go to a charitable organization for acertain period of years with the remainder interest
passing to certain individuals at the end of the stipulated period.
There are many different ways in which charitable
bequests can be made. The above illustrations are
merely representative. However, in order for any bequest
to provide the desired tax benefits care must be taken
in drawing the will and any related instruments to meet
the strict requirement of the law.
CONCLUSION
Although the techniques of charitable giving are quite
numerous, one can readily see that through knowledge
and appropriate planning charitable contributions can
serve as a means of effectively helping charities at a

minimum out-of-pocket cost. Such out-of-pocket costs
can be further reduced through the appropriate use of
the various techniques for contributing property which
has appreciated in value. In such a case, the recipient of
a contribution of property will benefit in the same manner
as if cash had been given and may realize even greater
benefits should such property be held for future appreciation in value. The various methods of giving should
be considered in each individual case and for each
particular contribution. Through the proper combination
of the property to be contributed and the method in
which it is to be contributed, every taxpayer should be
able to effect a gift program which is most meaningful
to both himself and the recipient.
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